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ALGERIA: KEY ECONOMIC INDICATORS 


(Money values in millions of dollars except where noted) 


1978 1979 1980 


Gross Domestic Product (GDP) 25,150 30,450 36,000 
Real GDP (1974 Prices) 17,039 17,852 18,745 
Resident Population (Millions) 17.4 18.0 18.6 
GDP per capita (Dollars) 1,445 1,692 15935 


GDP by Sector (% of total GDP) 


Hydrocarbons é . N/A 
Construction i F N/A 
Manufacturing . i N/A 
Agriculture : - N/A 
Transport, Commerce, Services . i N/A 


Private Consumption N/A 
Fixed Investment N/A 
Investment as % of GDP N/A 


Balance of Payments 


Exports (fob) 6,291 7,889 11,270 
Exports to U.S. (fas) 3,482 4,940 6,577 
Imports (fob) 7,446 75522: 8,500 
Imports from U.S. (fas) 374 404 542 
Service Receipts 800 800 800 
Service Payments 3,410 4,326 4,500 
Transfers (net) 100 100 100 
Current Account -3,665 -2,858 -830 
Capital Account 3,619 2,400 N/A 


Money and Quasi Money (% of GDP) 66.6% 64.8% N/A 
Disbursed External Debt (Year end) 12,700 14,800 N/A 
Foreign Exchange Reserves (Year end) 1,879 2,918 3,546 
Gold (Millions of ounces) 5.53 5.56 5.56 
Debt Service 1,455 2,623 N/A 
Debt Service (% of exports) 23.42 33:22 N/A 
Terms of trade (1974=100) 99.3 145.6 


Government Accounts 


Capital Expenditures (Fixed inves) 3,141 3,450 N/A 
Current Expenditures 4,386 5,216 N/A 
Current Revenue 9,644 11,945 N/A 


Crude oil production (1) 438 436 362 
Crude oil price (2) 14.10 30.00 40.00 
Natural Gas Production (3) 14.1 21.4 N/A 
LNG Exports (4) 6.7 12.2 N/A 


Notes. Figures not always consistent because of differing sources. Algerian data have 
been converted at 4 Dinars = $1 for all years. (1) Millions of barrels, includes 
condensate. (2) Dollars per barrel, end of period, except that 1980 figure is for 


January 1, 1981. (3) Billions of cubic meters. (4) Billions of cubic meters of gas 
equivalent. 





SUMMARY 


Algeria's gross domestic product (GDP) reached $36 billion (almost 
$2,000 per capita) in 1980. Real GDP increased about 5 percent. 
The resident population was 18.6 million, and the rate of popula- 
tion growth a high 3.2 percent. Unemployment was estimated at 10 
percent of the nonagricultural labor force, but.total employment 
was only half of the U.S. rate. Despite subsidies for basic food- 
stuffs, inflation was high (about 12 percent in 1979) and accel- 
erating. 


Production of crude oil and condensate (natural gasoline) was 

47.2 million metric tons in 1980, and the price of Algerian oil 
has reached $40 a barrel. Production of crude oil is beginning 

to decrease, but production of condensate, liquefied petroleum 

gas (LPG), and liquefied natural gas (LNG) should increase sub- 
stantially in the years ahead. New LNG plants and a pipeline to 
Italy are coming onstream and should result in greatly increased 
gas exports. Those are expected to build to a level of 43 billion 
cubic meters a year by the mid-1980's and to produce annual export 
earnings (1981 prices) of over $6 billion. 


Manufacturing has received heavy investments in recent years but 

is suffering from a lack of skilled manpower, and many plants are 
operating well below design capacity. The Government is placing 
less emphasis on investment in new manufacturing facilities and 
more on increasing efficiency and productivity in existing plants 
and on housing and infrastructure. Agriculture and water resources 
have been neglected sectors but are receiving more attention in the 
new Development Plan. Mining contributes little to GDP but offers 
significant potential for the future. Total investment is expected 
to remain high, particularly in hydrocarbons. 


Exports were valued at about $11.3 billion in 1980, with the United 
States the largest customer by far. Imports amounted to some $8.5 
billion, with France still the largest supplier. The services def- 
icit was about $3 billion, and the current account deficit less 
than $1 billion. Disbursed external debt reached $14.8 billion at 
the end of 1979, but the debt service ratio decreased in 1980 be- 
cause of much increased earnings from oil. 


The United States bought almost half of Algeria's crude oil in 
1980 and is a major customer for Algerian LNG. The Algerian mar- 
ket is expected to grow and will offer important opportunities for 
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suppliers of food, capital equipment, and transportation equip- 
ment, as well as for contracting and consulting services and fi- 
nancing. U.S. firms should expect to deal only with the Govern- 
ment or the national companies in this socialist economy, and they 
are encouraged to consult with the U.S. Departments of State and 
Commerce and with the Embassy in Algiers and the Consulate in Oran 
about the opportunities as well as the pitfalls of doing business 
in Algeria. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The Algerian Government does not publish estimates of gross na- 
tional product (GNP) or of real gross domestic product. Nominal 
GDP has been estimated at $36 billion ($1,935 per capita) for 
1980, up 18 percent from 1979. Growth in real GDP was only about 
5 percent in 1980, largely because of a fall in oil production. 
The Five-Year (1980-84) Development Plan calls for a real growth 
rate of 8.2 percent per year during the Plan period. 


The February 1977 census puts the resident population at 16.9 mil- 
lion; the birth rate at 4.6 percent; the death rate at 14 percent; 
and the rate of population increase at 3.2 percent, one of the 
highest in the world. The labor force is small, largely because 
unemployed women are not included and because half the population 
is under 18. The Government estimates the total resident labor 
force at 3.6 million--including 1.6 million in agriculture and 
200,000 (10 percent) of the nonagricultural labor force) unem- 
ployed. Only 20 percent of the resident population is employed 
full- or part-time (less than half the U.S. rate), although 400,000 
Algerians are employed abroad, mostly in France. 


The money supply (including quasi-money) is growing at about the 
same rate as nominal GDP and is estimated to be about 65 percent 
of GDP. The urban Consumer Price Index (covering 256 items) stood 
at 100 in 1969, 196 in 1978, and 219 in 1979. The 10-year rate of 
inflation on this basis was thus over 8 percent and the rate for 
1979 about 12 percent. A privately produced index of prices for 


goods typically consumed by Europeans shows an even greater infla- 
tion rate. 


The budget of the Algerian Government is normally presented in 
three sections: a budget of current expenditures ($6.5 billion 
in 1980), a budget of capital expenditures ($5.78 billion), and 
an estimate of current revenue ($15.88 billion). Revenue and ex- 
penditure estimates normally balance, but the oil price windfall 
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of 1979/80, which had a large effect on tax receipts as well as 
export earnings, produced an estimated surplus of over $3 billion. 
The investments planned by the State corporations ($13 billion in 
1980) are financed from the corporations’ own earnings, from ex- 
ternal and domestic borrowing, and from government subsidies. The 
Government has recently placed increased emphasis on the need for 
the corporations to reduce their dependence on subsidies from the 
State. 


The current expenditure budget for 1981 totals $9 billion, of 

which the most important headings are common charges ($3.4 bil- 
lion), the Ministry of Education and Basic Instruction ($1.7 bil- 
lion), the Ministry of National Defense ($852 million), the Minis- 
try of Health ($511 million), the Ministry of Veterans' Affairs 
($441 million), and the Ministry of the Interior ($410 million). 
The capital budget totals $7.9 billion, of which the most important 
headings are education ($1.2 billion), community development ($1.1 
billion), housing ($762 million), and vocational training ($425 
million). 


Algeria's proved, recoverable hydrocarbon reserves are about 7 
billion barrels of oil, 3.4 billion barrels of condensate (natural 
gasoline), 1.8 billion barrels of liquefied petroleum gases, and 


about 100 trillion cubic feet of natural gas. These reserves and 
the dramatic increase in world energy prices since 1973 have made 
hydrocarbons the backbone of the economy. The share of oil and 
gas in total GDP, only 15 percent in 1970, has doubled and will 
increase in the years immediately ahead as exports of condensate, 
LPG, and natural gas from new facilities begin to grow rapidly. 


Sonatrach has begun an ambitious oil exploration program, largely 
financed by a $3-per-barrel surcharge that was applied to most oil 
exports in the first half of 1980. A few U.S. oil companies have 
signed exploration agreements and are beginning operations. 


Production of liquid hydrocarbons (crude oil and condensate) has 
been close to 50 million metric tons a year for several years. 

The official figure for 1980 is 47.2 million tons, about 1 million 
barrels per day, of which about 10 percent was condensate. Crude 
oil production declined in 1980, but condensate production rose 
and is expected to reach a high of 24 million tons per year some- 
time in the 1980's, before declining to about 6 million at the 
turn of the century. Condensate is a premium product priced about 
5 percent above Algerian crude, which itself commands a high price. 
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Algerian crude is a light (API 42 degrees), "sweet" (i.e., low 
sulphur) oil particularly suited to the U.S. market and geograph- 
ically well placed close to Europe and the U.S. east and gulf 
coasts. The Algerian price is now (April 1981) $40 per barrel, 
or 284 percent of the December 1978 price. 


Exports of liquefied natural gas were 12.2 billion cubic meters 
(gas equivalent) in 1979, 80 percent above 1978, but were less in 
1980 because production at one of the largest liquefaction plants 
was halted in April following a price dispute with a major custo- 
mer. Algeria now has 31 billion cubic meters of LNG capacity. A 
natural gas pipeline to Italy, now under construction, should 
raise export capacity to a total of 43 billion cubic meters a year 
(about 4.3 billion cubic feet per day) by 1983. 


Sonatrach, the national hydrocarbons company, has LNG export con- 
tracts with British Methane (1.1 billion cubic meters per year), 
Gaz de France (9.7), Distrigas of Boston (1.3), Enagas of Spain 
(4.8), Distrigaz of Belgium (5.3), and Trunkline of Houston (4.8), 
for a total of 27 billion cubic meters. A contract with El Paso 
of Houston (10.9) has become inoperative because of a price dis- 
pute, while contracts with Dutch and German buyers are expected to 
remain inoperative since Sonatrach has decided not to build a pre- 
viously planned fifth liquefaction plant. Exports of LNG and 
pipeline gas may soon become a major source of foreign exchange 
and a major factor in Algeria's balance of payments, but much will 
depend on the ability of Sonatrach to operate its facilities at or 
near capacity and to reach price agreements with its customers. 
While planning to increase production and exports of condensate 
and LNG, Sonatrach intends to expand production of LPG from half a 
million metric tons in 1976 to 12 million by 1985. Sonatrach also 
is increasing its refining capacity and is planning to produce am- 
monia, ammonium nitrate, nitric acid, plastics, ethylene, poly- 
ethelene, methanol, and phosphate fertilizers, although the down- 
stream petrochemical industries have been given a lower priority 
in the new Development Plan than they had in the past. 


The manufacturing sector, largely dedicated to import substitution, 
was, until recently, second only to hydrocarbons in the Govern- 
ment's development priorities. Heavy investments have been made 
in steel, nonferrous metals, mechanical and electrical engineering, 
construction materials, and light industry such as textiles and 
food processing. Algeria already manufactures some heavy trucks 
and tractors, and it hopes to increase its motor vehicle industry. 
Many of the industries are suffering from a lack of a skilled 
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work force and low productivity, but the Government is investing 
large sums in education and training and is putting special empha- 
sis on improving productivity, rather than on building new facil- 
ities, in the Development Plan. The Government is pushing ahead 
with planned additions to the El Hadjar steel complex and the 
start of a new steel plant in Jijel, but the development of the 
vast iron ore deposits at Gara Djebilet has been postponed. New 
contracts in the manufacturing, sector dropped off in 1979 and 

1980 as the Government debated priorities for the Development Plan. 


Agriculture has been a neglected sector, and agricultural produc- 
tion has shown few clear trends in recent years. The U.S. Depart- 
ment of Agriculture estimates average annual grain (wheat and bar- 
ley) production at 1.68 million metric tons in the 1971-75 produc- 
tion years. Results were better in 1976 and 1977 (2.46 and 1.96 
million), but they still fell far short of consumption (about 3.4 
million metric tons), while Algerian figures show 1.7 million tons 
produced in 1978 and 1.6 million in 1979. The trend in the pro- 
duction of fruits (other than citrus) and vegetables is clearly 
up, but wine production is now at only half the level reached a 
decade ago and production of other crops is stagnant at best. 
Clearly agricultural production is not keeping pace with popula- 
tion growth. The country's increasing wheat imports, which aver- 
aged 900,000 tons per year from 1970 to 1973 and reached 1.6 mil- 
lion in 1978 and 1.3 million in 1979, illustrate this failure to 
keep pace. The Government is becoming more concerned about the 
heavy burden that food imports are placing on the balance of pay- 
ments ($2.3 billion in 1979) and is putting more emphasis on agri- 
culture in the Development Plan, which projects a faster growth in 
agricultural production than in population. 


Algeria's mineral industry (apart from hydrocarbons) remains a 
problem area, but one showing significant potential. Algeria 
currently is exploiting major deposits of iron, mercury, lead, 
zinc, and phosphates. Less significant deposits being exploited 
include copper, barite, salt, and some clays and rare earths. 
Commercial quantities of uranium have been discovered in the 
Hoggar region, and exploitation is expected to begin within 2 
years. Mineral production has remained reasonably stable over the 
past 10 years, but in some areas production has fallen as explora- 
tion and development investment has failed to keep pace with the 
exhaustion of previously developed mines. The national minerals 
company, Sonarem, has begun a development program, especially in 
iron ore, lead, tungsten, zinc, salt, and phosphates, as well as 
uranium. Phosphate fertilizer plant contracts have recently been 
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awarded. Approximately 60 percent of Algeria's nonhydrocarbon 
minerals production is consumed locally by the country's expanding 
industries. It has been estimated that exports of these minerals 
contribute $40-$50 million per year in foreign exchange earnings. 


The Development Plan gives high priority to housing, infrastruc- 
ture (ports, roads, irrigation dams, electric power), agriculture, 
and labor-intensive import substitution, while continuing invest- 
ments in oil and gas. New heavy industry has been given a lower 
priority, but total investment should remain near the exceptionally 
high current rate of over 40 percent of GDP. This high rate of 
investment has been made possible by the Government's determination 
to promote development and the dramatic increases in oil prices in 
1973/74 and again in 1979/80. The oil price revolution has created 
opportunities, which, if used wisely, give Algeria a chance to de- 
velop into a modern industrial state and a rich agricultural pro- 
ducer after hydrocarbon production begins to decline. 


Algeria ran a visible trade surplus of about $2.3 billion in 1980. 
In 1979, exports, largely crude oil and LNG, went mainly to the 
United States, France, Germany, Italy, and the Netherlands. France 
is still the largest supplier to the Algerian market, followed by 
Germany, Italy, the United States, and Japan. 


Algeria typically runs a large deficit in its services account 
(over $3 billion in 1980), largely because heavy payments for 
interest on debt, for transportation, and for contracting and 
consulting services far outweigh the money remitted by Algerian 
workers in France. The services deficit normally insures an over- 
all current account deficit, although the 1979/80 oil price wind- 
fall reduced the 1980: deficit to under $1 billion. 


The current account deficit is normally financed by capital im- 
ports, entirely in the form of loans and credits, since foreign 
direct investment is not welcomed. Gross borrowings were substan- 
tial until 1980, while net inflows from borrowing reached some 
$3.6 billion in 1978 and $2.4 billion in 1979. Borrowing is de- 
clining, however, as higher oil and gas prices allow more financing 
to come from current earnings. Total disbursed external debt, 
which reached $14.8 billion at the end of 1979, is expected to 
continue to grow but at a slower rate than has been registered in 
recent years. The debt burden should be manageable if the gas ex- 
port program develops as planned. The debt-service ratio was par- 
ticularly high (33 percent of visible exports) in 1979 but was 
less in 1980 because of the large increase in oil prices. 
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IMPLICATIONS FOR THE UNITED STATES 


The United States is Algeria's main trading partner, largely be- 
cause of U.S. imports of Algerian crude oil. These imports 
amounted to 486,000 barrels per day in 1980--7.2 percent of total 
U.S. imports of crude and almost half of Algerian production. The 
United States is also a major market for Algerian LNG, with long- 
term contracts for some 600 million cubic feet per day signed by 
U.S. companies and approved by the U.S. authorities. (This does 
not include the inoperative contract with El Paso.) 


U.S. exporters have only 6 percent of the $8 billion Algerian mar- 
ket, and the U.S. deficit in trade with Algeria was over $6 billion 
in 1980. Algeria likes to balance its trade bilaterally when pos- 
sible, and U.S. exporters sometimes find that they have an advan- 
tage over some competitors if they can offer what the market (i.e., 
the Algerian national companies) wants at the right price and with 
the right terms. 


The main U.S. exports to Algeria have been grains, mechanical 
handling machinery, iron and steel products, construction and 
mining machinery, oil field machinery, motor vehicles, electric 
power machinery, and aircraft. U.S. firms have also won large 
contracts for the construction of gas liquefaction plants, gas 
treatment plants, gas pipelines, electronic plants, air compressor 
plants, and irrigation projects, and for oil and gas exploration, 
as well as smaller but still significant consulting contracts, 
particularly in oil and gas. These contracts make important con- 
tributions to U.S. invisible earnings and partly account for the 
large net deficit in the services account in Algeria's balance of 
payments. 


Algeria's ambitious development plans, its high rate of invest- 
ment, and its prospects for maintaining its high foreign exchange 
earnings offer excellent opportunities for U.S. exporters, con- 
tractors, and technical consultants, as well as for commercial 
lenders. The hydrocarbon sector should be particularly attractive 
in view of the U.S. lead in this field and the investments under- 
way or planned. New manufacturing has been deemphasized in the 
new Plan, but investments in social and economic infrastructure, 
housing, and agriculture should offer important new opportunities 
to U.S. exporters and contractors. U.S. contractors should bear 
in mind that their clients' budgets are often subject to con- 
straints imposed by the Ministry of Finance and that payments 

can be delayed. 
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The Export-Import Bank has a large exposure in Algeria, as do pri- 
vate U.S. banks. This lending activity can be expected to resume, 
after a pause in 1980/81, as long as Algeria maintains its good 
record on payments of financial credits and demonstrates its abil- 
ity to carry out its ambitious gas export program. U.S. firms 
need not look for direct investment opportunities, however, as 
direct foreign investment is not welcomed, except for minority 
participation in joint ventures with Algerian national companies. 


U.S. firms should bear in mind that the Algerian economy is es- 
sentially socialist and that all foreign trade is transacted by 
the Government or the national companies. The use of agents is 
prohibited by law, and suppliers are required to sign an affidavit 
certifying that they used no agents. U.S. companies doing busi- 
ness here must scrupulously observe Algerian tax, customs, cur- 
rency control, and other regulations. The Algerian market has 
certain unique features, and representatives of U.S. firms new to 
the market should call at the Department of State and the Depart- 
ment of Commerce before coming to Algeria and at the Embassy in 
Algiers or the Consulate in Oran after they arrive to discuss the 
pitfalls as well as the opportunities of doing business in 
Algeria. 
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